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In August 2007 APS filed its proposed Renewable Energy Standard ("RES") Implementation Plan ("IP").
The Solar Advocates] provided comments to the ACC on APS' proposed IP on September 26, 2007.
Commissioner Mundell's  October 16, 2007 le tte r requested tha t the  parties  work toge ther to find a
common solution.

APS and Solar Advocates held several productive meetings to discuss the  APS Implementation Plan. The
following le tte r describes  the  common unde rs tanding and agreement reached by the  pa rtie s  rega rding
inc re m e nta l fund ing  le ve ls ,  trigge r m e cha n is m s ,  AP S ' m e thods  us e d  in  de ve lop ing  cos ts  fo r
administra tion, implementation, and marketing, and modifications to the  proposed APS RES budget.

With a more thorough understanding of each other's positions, the parties discussed a variety of proposals
and settled on a budget and funding mechanism that permits APS to better synchronize program funding
with expected residential distributed energy ("DE") customer participation. The proposal identifies two
areas for reductions in funding requirements: roll-over of uncommitted DE incentive funds from 2007 and
a reduction in the Marketing and Outreach budget. The alternative proposal provides for full funding for
the non-residential DE and Renewable Generation ("RG") components as presented in the APS IP.
Fundamental to the proposal is a new mechanism to ensure that funding of residential DE incentives is
better synchronized with consumer demand created by the  RES. In addition to an adjustment of the
budget proposed in APS' IP, APS and Solar Advocates collaborated to develop a two-step funding plan
designed to begin at the level established by the RES Sample Tariff and increase to an annualized pace to
meet APS' adjusted IP budget when certain triggers are met.

AP S  provide d the  group with a  de ta ile d de scription of the  me thods  use d in de ve loping its  cos ts  to
administer, implement, and market the  Program APS described to the  Solar Advocates tha t a  portion of
the  Adminis tra tion a nd Imple me nta tion budge ts  is  a  function of the  numbe r a nd type  of e xpe cte d
cus tome r ins ta lla tions . In a ddition, a  la rge  portion of the  firs t ye a r Imple me nta tion cos t is  re la te d to
technology solutions, such as a  workflow management tool, automated customer billing, and performance
and reporting tools, APS believes are  necessary to effectively and efficiently implement the Program.

Both AP S  a nd S ola r Advoca te s  a cknowle dge  the re  is  s ignifica nt va lue  in s e ve ra l of the  te chnology
solutions  AP S  ha s  propose d. While  S ola r Advoca te s  do not pe r S e  e ndorse  a ny of the  spe cific cos ts

1 A group made up of the Anuran Group, Arizona Solar Energy Industries Association, Greater Tucson Coalition for
Solar Energy, Solar Alliance, and Vote Solar Initiative. The Solar Alliance is an industry association comprised of
the largest photovoltaic companies working in the United States.
2 The information was retained by APS at the conclusion of the meeting, solar advocates were unable to analyze or
audit all the detailed calculations of APS' proposed costs.
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proposed by APS, they did agree that the  methods appeared reasonable  in arriving at its proposed budget.
The  Solar Advocates support the  leve l of funding requested by APS understanding tha t only actua l costs
incurred by the  program for implementation and administra tion are  charged to the  program.

The  Comme rcia liza tion a nd Inte gra tion ("C&I") budge t re ma ins  a s  file d in AP S ' Imple me nta tion P la n
under both steps. Solar Advocates are  willing to accept the  APS proposal, provided tha t only actual costs
are charged to the RES and that the benefits of each component of C&I can be demonstrated.

Sola r Advoca tes continue  to be lieve  tha t the  success of the  DE Program a lso depends on certa in policy
issues  such as  ne t me te ring, s tandby ra te s  and inte rconnection s tandards . S ola r Advoca te s  and AP S
acknowledge that there  are  a  number of Commission rulemakings and other activities regarding those and
other key issues currently underway that are  outside the scope of the APS Implementation Plan.

Iden tified  Reductions  in  Fund ing  Requ irement
AP S  provide d a n ove rvie w of the  2007 DE budge t for ince ntive s  a nd ye a r-e nd proje c tions  a nd
com m unica te d a n e xpe cta tion tha t roughly $3.0 m illion of the  pla nne d $10.5 m illion in 2007 DE
incentive  funding would most like ly not be  committed by year-end due  to lower than projected customer
reserva tions. APS further described tha t the  uncommitted $3.0 million could be  ava ilable  to roll-over into
2008. AP S  indica te d its  inte re s t in a pplying this  unus e d portion of the  2007 funding to the  2008
Implementation Plan already filed, to serve as a  reduction in the needed collections.

In addition, under this  proposa l funding for Marke ting and Outreach would be  reduced by $1.5 million to
$4.8 million. While  APS and Solar Advocates agree  tha t customer awareness and education is integra l to
succe ss  of the  DE P rogra m, both groups  be lie ve  tha t through coope ra tive  e fforts  the  budge t ca n be
reduced. The  Parties a lso understand tha t $4.8 million is  a  significant commitment of customer funds for
Ma rke ting a nd Outre a ch e fforts , but both S ola r Advoca te s  a nd AP S  be lie ve  tha t the  inte nt of the
Commiss ion is  to be  sure  tha t AP S  cus tome rs  a re  a wa re  of a nd unde rs ta nd the  DE P rogra m. APS
believes tha t its  compliance  obliga tion to the  ACC and its  customers demands its  full e ffort. A significant
portion of that effort involves customer knowledge, acceptance, and participation in the  DE Program.

As pa rt of Marke ting and Outreach, APS  commits  to pe riodic forums with a ll inte res ted s takeholde rs  to
discuss e fforts , to solicit feedback and suggestions, and to deve lop metrics  to track marke ting costs  and
results . The  progress  and results  of these  metrics  will be  discussed during the  s takeholder sessions and
will be  used a s  an input in adjus ting or re inforcing future  marke ting and outreach e fforts . If the  leve l of
customer pa rticipa tion is  not trending toward achieving full compliance  during the  2008 implementa tion
year, APS may revisit the  leve l of marke ting, outreach, and incentive  leve ls  tha t was origina lly proposed
in the  IP .

In addition to the  above  identified a reas  of cost reduction, the  P a rtie s  explored othe r funding reduction
opportunitie s . Both S ola r Advoca te s  a nd AP S  a gre e d tha t a s  a dditiona l e xpe rie nce  is  ga ine d with the
progra m a nd its  imple me nta tion furthe r e fficie ncie s  a re  like ly to be  ide ntifie d. One  such a re a  wa s
colla bora tion with comme rcia l sys te m de ve lope rs  on me te ring a rra nge me nts  tha t provide  a ll pa rtie s
access to the data necessary while reducing duplication of meters and associated costs.

Program Funding

In discussing the  2008 compliance  requirement, the  Parties recognized tha t missing the  first year (2007)
of the  designed ramp deta iled in the  RES for the  DE requirement results in a  significant leap over current
customer participation levels. APS has accepted approximate ly 500 reservations for insta lla tions in 2007,
but e xpe cts  to  ne e d ove r 7 ,000 ins ta lla tions  (inc luding photovolta ics ,  s ola r hot wa te r a nd othe r
te chnologie s ) in 2008 to a chie ve  cus tome r pa rticipa tion a t le ve ls  re quire d by the  RES . Mos t of the
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ne e de d ins ta lla tions  a re  re s ide ntia l a nd ra mp up in tha t ma rke t s e gme nt will put a  ma jor s tra in on
dis tribute d te chnology ve ndors . S pe cifica lly, the  ra mp up will re quire  a cquis ition a nd tra ining of ne w
insta lla tion designers, technicians, and sales staff and will a lso require  expanded development of re la tions
with new home  builde rs , who a re  currently suffe ring from a  marke t downturn. Thus, the  pa rtie s  be lieve
tha t pha s ing in the  funding to be tte r synchronize  with cus tome r pa rticipa tion would be  a ppropria te .
Achieving full compliance  with DE requirements remains the  goal for a ll parties.

The  proposa l mutually offered by APS and Solar Advocates requests authoriza tion from the  Commission
for funding of $43.7 3 m illion in two s te ps  (s e e  Exhibit A). This  would initia lly s e t funding for the
re s ide ntia l DE progra m a t a  le ve l four time s  highe r tha n tha t offe re d in 2007 a nd ha ve  the  a bility to
incre a se  funding to a n a nnua lize d pa ce  ne e de d to support AP S ' budge t for complia nce  with a ll RES
requirements . S tep l se ts  funding consistent with the  RES Sample  Tariff a t an annua lized leve l of $36.9
million. S tep 2 would be  an automatic increase  to an annua lized leve l of $43.7 million, contingent upon
certa in triggers be ing met. If the  amount of customer participa tion exceeds the  funding provided by S tep
2, AP S  ma y se e k Commiss ion a uthoriza tion for funding to me e t a ll cus tome r de ma nd. The  pa rtie s
propose that the triggers be one of two events based on the pace of residential incentive requests:

l , APS  rece ives new 2008 residentia l incentive  requests  of more  than $13 million before  June  30,
2008 (or the  mid-point of the  remaining ca lendar year if ACC approva l is  rece ived a fte r J anuary
l, 2008) or,

2. APS  rece ives new 2008 residentia l incentive  requests  of more  than $17.5 million before  August
31, 2008 (or the  two-third point of the  remaining ca lendar year if ACC approva l is  rece ived a fte r
January l, 2008).

The parties request that the  ACC authorize  APS to automatically increase  the  charges and caps contained
in the  RES  Adjustment S chedule  with prior notice  to the  ACC, S ta ff, and inte re s ted s takeholde rs . Tha t
notice  would be  in the  form of a n informa tiona l tiling 30 da ys  prior to the  incre a se  tha t would include
documenta tion of the  re s identia l incentive  reques t leve l, the  da te  of the  increa se , and the  anticipa ted
amount of collections for the  remainder of the  year.

Summand
The  S ola r Advoca te s  and AP S  have  agreed in principa l on an RES  P rogram tha t a llows AP S  to begin
RES  progra m imple me nta tion a t the  S a mple  Ta riff le ve l of a pproxima te ly $37 million a nnua lly. The
parties a lso agreed tha t if the  pace  of residentia l incentive  requests meets defined goals tha t, with proper
notifica tion to the  Commiss ion and S ta ff, AP S  should be  pe rmitted to automa tica lly increa se  the  RES
funding to a n a nnua lize d le ve l of $43.7 million. AP S  furthe r com m its  to pe riodic  forum s  with a ll
inte re s te d s ta ke holde rs  to dis cus s  ma rke ting a nd outre a ch e fforts  a nd to de ve lop me trics  to tra ck
ma rke ting cos ts  a nd re sults . AP S  will ma ke  a  supple me nta l filing de scribing this  a lte rna tive  with the
ACC within 10 business  days of the  filing da te  of this  le tte r to re flect this  agreement. This  filing will a lso
include RES Adjustment Schedules for both the  S tep l and S tep 2 levels of funding.
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Barba ra  D. Lockwood
Arizona  Public Service

Sean M. Seitz
Solar Advocates

3 This includes iilnding from both the RES Adjustment Schedule and System Benefits Charge (Base Rates).
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Exhibit A (S millions)

AP S /S o la r  Ad vo c a te s  Alte rn a t ive  P la nAmended
APS Plan

Filed August
30, 2007

Revised
Total

Step 1
Proposed
Funding

Step 2
Additional
Funding 2

I

$5.3
0.7
0.4
0.5

$5.3
0.7
0.4
0.5

$5.3
0.7
0.4
0.5

6.9 6.9 6.9
<1.0) (1.0) (1.0)

Re n e wa b le  Ge n e ra t io n :
Ene rgy P urcha se
Adm in is tra tion
Im ple m e nta tion
Com m e rc ia liza tion & Inte gra tion

Re n e wa b le  Ge n e ra t io n  - S u b to ta l
Es tima te d Gre e n P owe r Re ve nue

Re n e wa b le  Ge n e ra t io n  - RES $5.9 $5.9 $5.9

Distributed Energy:
$28.7 $28.7 $22.7 $6.0Ince ntive s

Cus tome r S e lf Dire cte d
Adm in is tra tion
Im ple m e nta tion
Ma rke ting  & O utre a ch
Com m e rc ia liza tion & Inte gra tion

1.6
5.2
6.3
0.5

1.6
5.2
4.8
0.5

1.4
4.6
4.8
0.5

0.2
0.6

Dis t r ib u te d  En e rg y - S u b to ta l $42.3 $40.8 $34.0 $6.8

N E T  T O T AL $48.2 $46.7 $39.9 $6.8

2007 Es tima te d Ince ntive  Roll-ove r 1 (3.0) (3.0)

TOTAL $48.2 $43.7 $36.9 $6.8

1.
2.

The Es timated Incentive Roll-over represents  the anticipa ted unspent incentive dolla rs  from 2007
Represents  the annua lized collection resulting from a ffecting Step 2 funding. Actua l collection resulting
from Step 2 will vary based on the month the increase is  put in place.
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